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Assistant Director, Research and Reports 9 June 1952
" Acting Chief, A/EC

Comments on paper Ruggian Gold Polley ' s March 18, 1952

' 4/B3 analyste are of the general opinion that this paper is of
relatively high quality and reflects & reasonable understanding of
the problem with which it ig concerned., Certain qualifying comments
bave been made and sppear below along with & brief, comperative analysis
of Soviet Bloc current gold production, gold stocks, and movements of
gold to the West,

2, Quentitative Anslysis _ _

uction. The estimate for current gé}.& production of 300 to 40O
tons (or § to 370 million at the US price of $35 per troy ounce)
accords reasonsbly well with the estimate of $280 million made by an
ORR mlyﬁtt

Stocks. The paper!s estimate for the Russian gold stock, a minimm
ef 1000 tons ($925 millien), is considerably below the generally sccepted
figurs of §3 to L billion used by State,

It will be noted that the retio of preduction to etocks implied
in the paper's figures (30 to LO¥) is considerably higher than the
ORR ratio of 7 to 9%,

Mgvemonts. The total of gold movements to the West shown for the
yoar 1750 (gl million) is less than the genoral run of estimates and
gompares with the ORR estimsted range of $100 to 300 million,

Finally, it is interesting to cbserve the consistently exivene
sytimates of Mr. Franz Pick, NewYork publisher of Pick's World Currency

1, Cf. CIA/RR MP-Bl, 10 March 1952, The Quantitative Importance of
Jarecorded (Clandestine) Trade in Esst-West Problem, Appendix B, pp.
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Various Estimates of Soviet Oold Production and Stocks

Production
2OD=w250
' 738?70
Union Lorp. (UK) 70
Buresn of Mines (UB) 280 v
Bank of International L
Bettlements 0 o :
ORR £80 3Ieegmhlaoa Twe9%
25X1C8b : '
Yarious Bstimetes of Soviet Bloc Gold Sales in the West, 1950
Millions of US Dollavs
feurce 2/ Yelne
Btate Dept, 2060
m !evng gold deglers 8

mm
25X1C8b

2. %%m&aa emept the lagh are quoted from cm’m MPo8h, 10 March 1952.
Ty itative IJmoortance ot Inrecorded (Clandesdine) Trede in East-West

25X1C8b
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. ARLBgYRbI : These psragraphs all deal with the rolé of
: e ourrencys There eéppears to be gome confusion

u&th mgard ta ths function of a gold standerd in free markets as opposed

ontrolled markets, The gold standard can operate only under ce

tionse . One condltion ia that & gold standard country must be willing
‘he pay international belances in gold or in an acceptable currency.
®Acceptable currency® here would mean a currency that the holder could use
to parchase whatever goods he desired from any couniry. The other nécessary
gondition is that the gold standerd country must allow iis intermel prise
level to fluctuste in such fashion thet & gold inflow or outflow be
regerged befode its gold stock is exhausted~--thus nullifying the flrst
cendition--or before it hes sccumilated go much gold that other countries!
gold stocks are exhaustede-again nullifying the first condition for the
other country. If these two ccnditions are fulfilled, then the price of
goods in one ceun‘ari:iwﬂl be related to the price of goods in any othey
gountyy in such fashion as to make the currencies of all countries mutually
ageaptable, It should be noted that such & currency standard would not
necegsarily have to be gold based. All countries in g given trading area
eould agree ‘o use peanutp--or rubleg--and the same reasoning would apply
providad that the above cited condibions were fulfilled.

Applying these criteria to the situation in the Soviet Bloe, it is
m%nt that an announcement that the ruble hes a fixed relad ian to gold
doss not mean that the ruble is an international or even intra-floc
surrency. 4n accurmlation of rubles by Hungary cannct be used to buy
anything inside the Bloc unless prior provision is nade for the transaction
in the economic plame (It is not clear to what extent the eoonomic plans
are flexible enough to permit unplanned transactions.) By the same token,
there is no mechanism whereby a Bloc country running a continmuous dei‘iaiﬁ
in rubles would be gble to adjust its price level Lo reverse ths tendency
toward deflicit. Of course it is poasible that deficite could be handled
by loans or gifte from the surplus countr«r, Just a= they ave in the West.
But this would mean that the deficit country has an overevalued curvency
#nd the marketomerective mechanism would be rendered incperative. The
‘existence of & comprehensive physical unit plan eeens to insure that an
international currency standard of any mesning cannot exlst in the Bloc
at p?lzgaigt. Admitting somo flexibility into theplan might modify this
fongs The

. The qifficulty of carrying on international exchange without 2 real
surrency unit is shown by the practice of making intraeBloc trade agreements
in terms of Western currency, The evidence indicates that ruble prices

for intru-Bloc trade are derived by multiplying Wastern prices by the
ruble«doller offlcial converesion rate of L to 1. In effect, the Bloc is
relying on the Western free market to determine the value of comnodities
and then diaguising the mechanism by converting the Western value %o rubles.

lie Bee W. 4. Brown, Jr., The Internabional Gold Standard nememreted,
1540, Volume I, Che 2o
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Amsrican purchases in the USSR have d¥tlined
Dept, o§ Commerce Report ¥F¥ 120,

subversive activities can be raiscd by giving Commnist controlled
Western Ilrms favorsble trading terms, thereby enabling thea to make
large profite when they resell to consumers in their own country, This
reasonlng is fallacicus. If Bloec exsorters 2ell io Western Cowsunist
fmporters at lower than world market prices, the net Western Gurrency
regaipts of the exvorters are roduced by exactly the asount that ihe
sontractual price is lower than market, Then if the Weztern Communist
importers gell to Western consumers at market prices, their net Western
eurrengy recelpls are higher than they would heve been, again by exactly
the amount that the original selling price was below market prige. In
elther cage, the total amount of Western surrency received by the Bloe
exporters and the Western Commnist importer combined is exactly the
the distribution of the curvency beiween the two would be

altered, There is no reason glyy any one method of changing the distribution

of Western cwrrency reccipts between the Bloc exporter and the Western
Comnnist importer should result in an increase of total funds aveilable
for subverslve activitles, since the Bloe exporter must turn his Western
surrensy over to his govermment, who can then ship the currency to the
sene Western Commmnist Laporter for subversive purposes. ,
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